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Q-1

Q-2

A-2

Q-4

A-4

Q-5

A-5

Please state your name for the record.

My name is Michael D. Chrysler.

By whom are you employed and what is your position?

I am employed by the Consumer Advocate and Protection Division (“CAPD”) in
the Office of the Attorney General for the State of Tennessee as a Regulatory
Analyst.

How long have you been employed in the utility industry?

A little over 30 years. Before my employment with the Attorney General, I was
employed with Terre Haute Gas Corporation for approximately 2 % years and
Northern Indiana Public Service Company (NISOURCE) for 24 years.

What is your educational background?

I'have a Bachelors degree in Business Administration from Fort Lauderdale
University (1970) with a major in accounting. Additionally, I have attended
numerous “outside” training classes including Arthur Andersen Rate Case School,
American Gas Association Rate Case School, NARUC Eastern Utility Rate
School, and a mini MBA school offered to NIPSCO Senior Management (and
invited staff) provided by Purdue University Northwest.

Describe your work experience.

Before joining the Consumer Advocate and Protection Division, I was employed
by Terre Haute Gas Corporation as an Assistant Office Manager; with NIPSCO in

various positions in Consumer Accounting, Rate and Contract, Strategic Planning,




A-8

Consulting Services; and, finally as Principal of Electric Business Planning
Departments. As a Regulatory Analyst, I am responsible for analysis and
development of utility issues as assigned.

What is the purpose of your testimony in this proceeding?

My comments will be directed to the Nashville Gas proposals for the inclusion of
new expenses to cover the added cost of the “MVP Program” also know as the
“Short Term Incentive Program” and GTI (also known as GRI or Gas Research
Institute) costs.

Would you please describe the MVP proposal as presented by Nashville Gas?
Yes, the MVP Program is a strategic planning tool embodying the corporate goals of
Senior Management transcending through supporting goals and objectives of
departments to individuals. Theoretically, as departments and individuals achieve their
goals, the Company will achieve management’s vision of “success.” In return for
exceeding Eamnings Per Share (“EPS”) targets (ostensibly due to meeting
department/individual goals), an incentive bonus program will be consummated

distributing the_overcollection between the Company and participating employees.

What do you mean by “overcolletion”?

Our case already includes 100% of the cost of service to cover current and projected cost
increases. For example, we have allowed an 18% increase from projected insurance costs
in our projections. If NGC “saves” a million dollars that consumers’ rates already covers
NGC will “overcollect” a million dollars. We support NGC’s efforts to reduce expenses
to produce savings, however it is wrong to ask Tennessee consumers to pay another

$387,000 to reward the company for overcollecting a million dollars.




Q-9

Q-10

A-10

Could you discuss the differences between the “Long Term” and “Short Term”
Incentive Proposals presented by the Company?

Yes, while specific treatment of the Long Term Incentive Proposal will be discussed by
our witness, Mr. Crocker; my comments will be directed to the Short Term Incentive

Proposal also identified as the “MVP Program”.

While the Long Term Incentive Proposal has been incorporated in previous rate requests,
the Short Term Proposal is a new proposal. The intention of the Long Term Program is
directed at keeping Senior Management employees (Director level and above) at
Piedmont; while the new Short Term Program is aimed at management level employees
below the “Director” level and is viewed as “bonus opportunity” which will be “self-
finding” as the Company achieves its “Strategic Vision”. My following comments will
further discuss the new proposal.

What employees participate in the MVP Program?

At this time only management personnel (below Director level) of Piedmont (Nashville
Gas) are eligible to participate in the “incentive cash bonus” program; i.e., “employees
covered by our union contracts will not have MVP plans and are not eligible for fhis
incentive cash bonus opportunity.” (Exhibit MDC - 1)! Further: “Ideally, this
opportunity qould be expanded to include employees in the union, if and when these

provisions are negotiated with the union during contract negotiations.”

! Piedmont Natural Gas, “The Insider”, October, 2002, Volume 21 Issue 3, p.S paragraph
2, “New Incentive cash bonus opportunity”

? Thid




Q-11
A-11

Q-12

A-12

Q-13

A-13

How will the, MVP Program work?

According to The Insider’, “if the collective efforts of employees and departments result

in the Company exceeding a target Earnings Per Share (EPS) goal, then a new incentive

cash bonus opportunity will be available for all eligible employees. With this scenario,

the earnings in excess of the targeted EPS amount will be shared between the Company

and employees. The earnings in excess of the targeted EPS will fund an incentive bonus
ool— up to an amount approved by the Company’s Board of Directors and distributed

under Board-approved guidelines. From this pool, each eligible employee will receive a

bonus opportunity.”

How will success be measured?

At the beginning of the year, individuals and departments Wii] develop certain goals to

support the achievement of the financial, customer service, internal process and cultural

goals outlined in the program.

“Success” will be based on a subjective annual review analysis by Senior Management of
the achievement of individual and departmental objectives reinforcing the corporate,
financial, customer service, internal process, and cultural goals incorporated in the MVP
proposal; and, “If the collective efforts of employees and departments result in the
Company exceeding a target Earnings Per Share (EPS) goal.”

How will the stockholders and ratepayers benefit from the proposal?

Stockholders will benefit from the proposal as the Company achieves of exceeds its EPS

goal on a regular, annual basis. Benefits to ratepayers are less clear, especially given that

3 Ibid




most of their contact with the Company is through bargaining unit personnel not
participating in the plan. Additionally, the proposal is incomplete since we have two
differing Company proposals* and the “weighting” of identified goals are inconsistent.

Q-14 Why are planned participants in the MVP Plan improper?

A-14  As stated previously, the employees identified to participate in the program are
management employees below Director level. Clearly these employees have an important
role within the company; i.e., they are the supervisors, accountants and engineers that
“manage” the bargaining unit personnel from the general parameters of top management.
However, unlike the bargaining unit personnel that can have their job assessment
measured by metrics identified (and further discussed in Question 16), job improvement
metrics for this group (management level) of employees are much more difficult to
quantify - (as detailed in the “Method to Measure” column of the MVP Plan detail). An
analysis of these “measures” suggest that opinion and subjective reasoning point to a
“value” determined by the manager preparing the analysis and which may not add value to
the ratepayer.

More directly, this group of employees can contribute to “value” to the company, the
stockholders, and the ratepayers by having fewer numbers of employees (layoff or
reduction in force) meeting management objectives. In the past few years, utilities have
cut staffing level personnel and merged with other companies, obtaining improvement in
Earnings Per Share through continual job elimination. Additionally, as companies are

acquired, redundancies appear within the new composite management structure.

* (compare The Insider, (Exhibit MDC- 1), pg. 6 weightings vs. “FY2004 Draft
Company MVP Plan” - To Be Determined “TBD” (Exhibit MDC - 2), pgs. 2-4 until Board of
Directors approval) '




Q-15

A-15

Q-16

A-16

Typically job eliminations transpire, creating reduced Operating and Maintenance
expenses (O&M) and improvement in earnings. In the short term this improvement to
earnings goes to the company and the stockholder; in the long term this benefit can go to
ratepayers through reduced rates. The MVP Program would short-circuit this benefit (of
reduced payroll expense) to the ratepayers by actually costing consumers more money
rather than passing savings on to consumers.

The Company states (Exhibit MDC - 3 %) that, “In October, the Company was
pleased to receive notification from J.D. Power and Associates that we ranked
second in the nation in customer satisfaction among natural gas utilities, missing the
top position by only one point.” How will that distinction impact the “MVP
Program?”

While we salute Piedmont in their service quality achievement, details of J.D. Power’s
analysis or comparisons of companies in the review are not public record; therefore,
without source data, independent analysis is not possible. Without knowing what metrics
were used or how they were analyzed, tie-ins with the MVP Program are impossible to
project.

Since the J. D. Power & Associates metrics are not availablé, what metrics

should be used to measure service quality for future periods?

The métrics identified as #28 in the “Filing Guidelines For Rate Cases” provide a
summary of quality of service metrics for Customer Service, Service Department, Meter
Services and Construction which could be used for comparison between companies and

to assure the TRA and its customers that Nashville Gas’s service quality does not

> Piedmont Natural Gas, “Review of Operations”, p. 5, “Customer Satisfaction”
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Q-17

A-17

Q-18

decrease in the future.
I would encourage the TRA to utilize this level of service quality as a baseline for future
comparison. Additionally, these measures of service quality may be used to compare

with other LDC’s, providing a relative service quality standard.

What recommendation can you provide the Tennessee Regulatory Authority with
respect to inclusion of approximately $387,000 ¢ in costs related to the “MVP
Program?”

As stated previously, according to The Insider, page 5, paragraph 2, line 7, “The ea?nz‘ngs

in excess of the targeted EPS will fund an incentive bonus pool - up to an amount

approved by the Company’s Board of Directors and distributed under Board approved
guidelines.”

If the excess earnings will fund the program, we see no need to put extra costs in this
case. It appears that if the program is successful, it will be self-funding; i.e., savings or
extra profits will be generated. The Company can share a portion of the “excess earnings”
with employees and keep the rest for the stockholders. We urge the Authority to
eliminate all costs associated with the program from recovery and examine the sharing
ratio between employees and stockholders.

What are your concerns/recommendation for the requested $185,000 (Exhibit MDC

8 “Nashville Gas Com pany, Filing Guidelines For Rate Cases, 03-00313” Section 44, Sw-7, p.7
(Confidential)




- 4 line 7 )’ Research and Development expenditure for GTI?

A-18 The R& D costs included for supporting the Gas Research Institute is a long-term
research program commitment dedicated to various research projects supported ley
numerous local distribution systems and other organizations throughout the United States.
Although specific projects of interest in the proposal were not identified for funding by
Nashville»Gas, GTI allows direction of funding dollars to programs of interest to the

Company or the State Regulatory Authority.

Nashville Gas has no definitive proposals in directing the contributions from ratepayers -
the company just suggests “contributing” for general purposes. Without a proposal for
definitive direction of contributions to better understand the benefit to ratepayers (or lack
thereof), we suggest elimination of the proposed expense.

Q-19 Does this conclude your testimony?

A-19 Yes, it does.

" Nashville Gas Company, Filing Guidelines for Rate Cases Before the Tennessee Regulatory
Authority, Docket No. 03-00313, Section 25, p.46 of 185, Line 7

9
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MVP plan (the Plan) i xs dlsplayed on pages 6& 7




Priorities defined and measured
As you read through the Plan, notice that the Company priorities have been defined
“and wil be measured by a number of lnltlatwes or proyects during the fiscal year

mae j5i SE I 3 4
ol Iy st6 hese referredto as MV atives”™,

any erformance is a combination of the actions and decisions of groups (depart-

ments) and individuals, so responsibility for the objectlves are spread across the organiza-
tionto departments and individuals to give everyone @ better understanding of their contri-
butlon for achlevmg the Company vision, mission, and core values. To help in this process,
departmenta! and individual MVP performance plans are being created @gkey eg@p@ nfs0fe
4@5@@%@4&&% emmngenew,an@emeeéeaﬁﬁeﬁfm

oS
éﬁ&%ﬁéﬂ@@@ﬁ“ﬁ%&@ﬁ% mmetmmeesm%hes&mmm e md
e@e@@eegegmnemmemmmmm 1 :
SaryEseIese m@@g@@g@%@l@&@t&e&t@?mmemaﬁeeﬂe z%%@ﬁe“e”ﬁﬁein
each case, these work group plans ahgn to the accountabilities reflected on the
Company-plan to ensure that regions; districts; M&mﬁgﬁ areifocusedsong
AtieadsiossuenessiulGompanTpeRormantes Final departmental plans
were reviewed and submitted to management in August and September. Once
Q ,éemmmneeeem@ste@mmmwemmee%&%eye

al MVP pla’n"s"”'

Developlng mdwldual MVP plans is-the last step in defining and aligning goals.
Indrvzdea! Mvp plans wm identify each employee’s accountabilities so that the work
group is successful at meeting the departmental plan that ultimately contributes to the
Company successfully meeting its MVP plan. The individual plans are the final €ompo-
nent of making sure each employee’s actions are focused on performance that aligns
with the Company’s goals and objectives. Individual plans will be developed in
September and October. During those two months training will be provided to man-
agers and supervisors on how to use the Company plan and their departmental plan to
work with individual employees as they define their personal MVP plans,

All non—u‘nion employees will work closely with their managers to write their own
individual MVP plans for FY2003. Thé individual plans will specifically identify what the
employee and his or her manager agree needs to be accomplished, how to gauge the
individual's.success for the three levels of performance (threshold, target and stretch),
-and how that accountability ties to the individual's department plan. All employees. will
have knowledge of the Company, their department, and individual MVP plans by the
start of FY 2003. With this complete picture,s Kexdecl-en
islonssanditakeattionsthst!
-7 L Asyou can see, the planning components of MVP process serve an important pur-
' w\_,«,e The process provides a format for defining and-communicating what the

Company wants to accomplish both long-term and for a given fiscal year. In addition,

(continued on page 4)

Epifuneofanhat i
" :
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1 Aigiaceountableforprosy,
1gifhe MVP process also alrgns everyone’s effor’rs to a common calendar — in

our case — our fiscal year. Under MVP, the Company, department and rndrvrdual plans
and how We measure performance against those Pplans are Irnked by resuits and time.

Improvrng the probabrlrty of success”

Throughout FY2003 the MvP process will contrnue by provrdrng oppor-

: s @8 tunities fo track performance and measure progresson the various plans
wssmmrvm.u : S s o -
pensunmamne L R AT : through periodic MVP progress reports These performance checkpornts
; wrll allow individuals, departments: and’ the Comparry: gauge how thrngs
_-are gorng and to look for opportunities to Ieverage performance If you
‘aren't on target for a grven accountabrhty and plan,

heckpoints:wilk
Coess. yowates
idsandzaliovs

g Fhe MvP checkpornts will pro-
vrde the necessary feedback to allow individuals, departments and the

: Company to make adjustments throughout the year to reach maximum

L effectrveness

“ “At the end of the fiscal year, the MVP process will serve as a means
.+ to reflect how we did. Individuals will compare their actual performance to
= their MVP individual plan targets. Departments will ook at their perform-
: iance relatrve to the departmental plans and the Company will assess how
o +owell we drd overall. This will be our opportunity to celebrate our successes
'and to learn from missed opportunities,” Skains emphasrzed

Vi i . Onan

E i rvrdual basrs the MVP process is desrgned 1o replace our current performance

i apprarsal and merit increase program Under the MVP process, rndrvrduals perform-
ance relative to their individual MVP| pen‘ormance plans (individual and departmenr"
plans for managers and supervisors) along wrth how consistently they “walk the -
talk” of our core values, becomes the basis for a performance ratrng and the guide-
lines for a merit increase.




P
e

The -exact mechanics of how the MVP plans and results will be used for perform-
ance appraisals and merit increases are still being finalized and will be communicated
as soon as they are complete. However, the MVP performance plans will be based on a
* fiscal calendar year endmg October 31, and merit reviews will also need to align to that
calendar In November 2002, all non-union employees will be moved 1o a common
merit review date. To transition employees to an-end of fiscal year review date, merit
increases Will be‘given in November 2002 at pro-rated amounts for each employee
based on the ‘ume since that employee s last merit i lncrease Your manager or supervi-
-ser wul be ab}e 1o te!l you more about transmoning our rewew dates and usmg MVP for

" borids opportumty will be avallable for all eligibie employees With this scenario, the
eamings in excess of the targeted Eamings Per Share (EPS) amount will be shared

-ﬂﬁamﬂt-ﬁawusaraa i :
Bire @{&a@g@iﬂr;iba&eﬁaﬁm pBrousdYg

jiiidielings. From this pool, each elxglble

employee will-receive a honus opportunity. All employees that are not covered by our
union contracts will have individual MVP plans and be eligible for bonus opportunities
when the Company exceedé its EPS goal. The amount of the bonus for any given
employee will be based on his or her performance and cnntributi}on {o departmental and
Company plan. So, every.non-union employse has a vested interest in the Company’s
performance, how their department pen‘orms and how he or she performs mdlv»dually

Please note that bonus opportunmes omy exist when the Company exceeds the EPS
get that has been estabhshed and approved by the Company’s Board of Directors. If all

A
“~-~yiir combined efforts fail to produce the planned success for our shareholders, there is no

additional monetary success to share. Like the merit program, you will receive more infor-
mation later about the MVP “incentive cash bonus” program.

“The process makes sure that everyone has opp‘ortunities to

make value-added contributions defivered in a manner that is con-
sistent with our core values,” Tom continued. “MVP is also our way
of aligning individual and departmental work efforts to increasé the
Company’s probability for success. MVP is important because indi-
vidual stccess leads to departmental success that leads to
Company and shareholder success. This is new to us all and ifkwe
don’t exceed the EPS target, we'll still celebrate our hard work and
progress toward goals,ybut shargholder results are the ultimate
test for larger rewards. When the Company is successful for our
shareholders and customers, we all stand 1o gain,” he concluded.

Special MVP Edition | October 2002
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WEIGHT

FINANCIAL

» Profitable Growth Project / Initiative

sustomer Sew;gngjec{ '/jlnmahve o] entrfy
and standardlze customer service: and satls
faction Ameasures ‘and obtain basehne‘ data:

CUSTOMER
SERVICE

*Be a Good Corporate Citizen by Actively . Implernentation of a Matching Gifts Program
Participating in the Communities We Serve-- &-Community Involvement Tracking System

Depar’tmental Accountabllltles)

* Manage Key Relationships to Maintain * Development & progress on company—
Positive Business Environment wide communication plan covering all ; 15%
major stakeholder groups SO

(Measured in FY: 2003 as' part 0
’Departmental Accountabllmes)

INTERNAL
PROCESS

* Build Results © - Implementation of Management
Focused Organization . Reporting Structure and MVP
' Processes 10%

L




* Profitability Study Completed and Proposed
Recommendations implemented 11/01/03

TreMatching Gifts Prdgram Implemented and .

Community Involvement Tracking System
... .and Processes Implemented by 08/01/03

* N/A: *Threshold metric may-be refined
based on plan deliverables & timeframes

* Existing Management Reports in common
repository by 01/01/2003

* Leadership Training for Sr. Officer group
completed in FY2003

* Profitability Study Completed & Proposed

Matching Giﬁs begranﬁ Irﬁﬁlerﬁéﬁted and
Community Involvement Tracking System
and Processes Implemented by 05/01/03

Communications plan completed by 11/01/02.
Target communications delivered per plan.

* Existing Manégement Reports in common
repository by 01/01/2003 and initial
management reporting process for MVP

purposes in place by 02/01/03

Leadership Training for all Officers

completed in FY2003

STRETCH
Profitability Study Gompleted & Proposed

Recommendations Implemented 08/01/03 . Recommendations Implemented 05/01/03

~“Matching Gifts Program implemented and
‘Community Involvement Tracking System .

Special MVP Edition | October 2002

& Processes Implemented by 02/01/03

N/Af .*Stretch metric may be refined )
based on plan deliverables and timeframes

Same as Target

Leadership Training for Management Team
involved in FY2002 planning activities
completed in FY2003
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In fact, implementing the RESPECT program is one of the measures of the Company MVP per-
formance plan for its accountability to “Communicate and Exhibit Shared Values.”

The RESPECT program is being implemented to reinforce our Company’s Core Values. Specifically
RESPECT is a program to help all employees learn to appreciate one another and each other's view-
paints and 1o develop working relationships and conduct that reflact a “healthy” respect for everyone,

The RE SPECT pro g ram - - “Living our values will foster long-term sucoess," said Richard-Linville, Vice President - Human - .
Resources. “The RESPECT program will help us to.define, clarify, and build a shared understanding of
h as b eenm e n'n on ed how we “walk” those values. All employees in this company are important and we want to make sure
. that we're all on the same page by treating everyone as they should be treated.”
re pe ated [y in Conj u nction : -A complement to the RESPECT Program will be Piedmont “Code of Ethics” that is being
T T - : '« 7" "developed and will be published once it receives” approval from the” Board “of Directors. The com-
Wlth the MVP p rocess;, -+ "~ prehensive plan will likely be available in early 2003. Information. e, communlcated and

ava]lable for the Code of Ethlcs

g ‘tpalnlng Wi

IMPLEMENTED ONA LOCATION AND DEPARTMENTAL BASIS
’ The RESPECT program wrllvbe lmplemented throughout the Company ona loca-»“..f" N

their work areas. InconSIstency on how a value is demonstrated may be due
to a lack of knowledge, miscommunication or a fack of shared understand-
ing about what the value means or looks llke in action.
Once employees |dent|fy what areas could be more clear or need a greater
degree of shared understanding, action plans will be built to start working on
those values. As part of the action plans, RESPECT modules that deal with
the identified values will be covered with employees. Each module will talk
about what that value looks fike in action and the minimum standard for )
conduct defined by law, our policies, and in many cases, both.
Then employees will work on case studies to help identify how differ-
e, ent people view or use that value. The purpose of the RESPECT discus-
sions is to allow differences to surface, be discussed and understood. Then
work groups will collaborate to ldentn‘y and agree on possibly higher standards
" of conduct they will use out of “respect” for one another. RESPECT action plans may
include activities beyond the RESPECT modules and be as varied as the group decides.

So, when will RESPECT start? The program called RESPECT will be implemented company-
wide during FY2003. Read the Company MVP Plan on pages 5 & 6 of The Insider to see the defi-
nition of threshold, target, and stretch goals for this important initiative;

“Ali of the RESPECT modutes and activities are aimed at making our workplace a healthy and producuve
environment for everyone. Every employee will be involved in the program,” added Linville, e 3

So don’t be surprised when you are respectfully asked for your help and participation. 6
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Chad Rayle, Gas Fitter in the Greensboro Operations Center,
has been on active duty since September 11, 2001. He is based
at Seymour Johnson Air Force Base and spends every other
month training pilots in France, If you'd like to send a card or

note to Chad or his family, his wife's name is Suzanne and the
Utility Technician
'ics: D. Graves ‘ eager:-. : i

stomer Care Representative Rachel J. Perdus N ‘Please send everything to Betty Mills at the Greenshoro

Distribution Gasfitter Operations Center. She'll make sure they get it.

boys are Chance, 6, and Jordan, 3.




)



A team of 50+ walkers, clad-in MVP t-shirts, -
represented Piedmont at the Charlotte Metro Heart

‘Walk on September 7.The PNG team raised an

. inefedible $1 6500 tfiple last year’s eontributions!
Thanks te the team captains, walkers and each of
you-who donated to-the cause. With your help, the
Charlotte Chapter of the American Heart Association
exceeded its goal of $300,000. Here are Piedmont’s
participants:

£ Brandi Dytche 7
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1 Dana Bailey
£z Mary Barber
Ei Brenda Blanchard
£3 Barney Brannon
£21 Erika Bush
£21 Deborah Byrd
£l Mamie Davis
£ Patricia Davis.
€7 Doug Dills

£1 Wendy Gill

&3 Brandi Gordon

£3 Margaret Griffith & her
_children Matt and Meghan

£1 Barry Guy

£3 Alva Hailey

£1 Sandy Hammond

£1 Heather Haught

£1 Darshana Hawks

£3 Kurt Hollar and wife Jan

£} Pam James

£1 Herb Jeanes

£1 Kim Pope

£l Greg Johnson
£ Ron Johnson
Gloria Lewis
£1 Richard Linville
~ EI Nick Mambrino
E1 Tanisha Martin
E1 Renee Metzler,
husband Jeff &
daughter Caroline
EI Robert Mohler
EI Marrissa Nichols &
~ dog Daisy- -~
£7 Rina Patel
£} Lisa-Poo

£} Kathy Ramyar-
E1 Amy Reynolds
£ Jennifer Richey
£ Kim Schroeder

- E¥ Tom Skains

£1 Wendy Smith

E3 Neil Spicer, his wife Blai
& her sister Melanie Vang

£l Tara Stokes

£ Minh Tran

i21 Debbie Troxell

3 Shirley White
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Fellow Employees:

_ Customer Dana M. Bazemore, who lives in Charlotte,
took the time to send a complimentary e-mail to express her
appreciation for the way her e-mail inquiry was handled by one
of our Customer Service Reps - Gloria Lewis. Mrs. Bazemore
stated: 'l am a new customer and this was my first
encounter with a customer service representative at
Piedmont Natural Gas. | am ecstatic that | was able to
converse with a representatznve that exudes great product
knowledge."

Thanks Gloria for making such a posmlve impression
with our new customer and for-your commitment to the

-success of the Company~As our website usage increases .-
number.of customer e-mail inquiries iricreases, our™ ™"
customer service representatives have yet another tool for

:satisfying customer inquiries. YDU re set’cmg a wonderful
"X‘amﬁle for us all

Thomas Skains
President & COO

On September 11th Alice
Brooks, Marie Butler,
Jackie Coble, Betty Mills -
and Susan Blackburn,
Administrative Specialist
for the Greensboro
District, dressed in red,

white and b!ue'to com-

memorate our freedom.
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Note:
The About Us
section will return
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tative

in Nashville.-

Lisa A. Kershner

tb Managér— lntegrated A'udit

in'the Corporate Office, ™ ™~
- Richard L. Love

fo Collector/Meter Reader

in Greensboro.”

Sebastian J. Orozco ~ ;
to Customer Service Rep |
incic.

Chantel Warringtﬂn

to Customer Service Rep |
in CIC.

Kenneth W. Zeller

to Collector/Meter Reader

i Charlotte, ‘




Piedmont Natural Gas is an energy and

services company primarily engaged in
the distribution of natural gas to 725,000
residential, commércial and industrial
customers in North \Cam!ina, South
Carolina.and Tennessee. The Charlotte-
based company is the second-targest
natural gas utility in the Southeast.
Piedmont is also invested in a number of
. non-utility, energy-related businesses '
including companies involved in unregu-
lated retail natural gas and propane
marketing, and interstate and intrastate

natural gas storage and transportation.

Address all correspondence to:

Corporate Communications
P.O. Box 33068

Charlotte, NC 28233

Address correction requested
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Leveraging Our Core Abilities

Among a successful natural gas distribu-
tion company’s most prized assets are its
financial integrity, employees, service area,
customer base, values, brand and vision
for the furure. Without a clear grasp of the
business fundamentals needed to manage
those assets, the chances for success are
limited. At Piedmont Natural Gas, we are
living our values and managing our
performance for the benefit of our share-
holders, customers and employees and
the communities we serve.

Acquisition Opportunities
On October 16, 2002, the Company
announced an agreement to purchase the
stock of North Carolina Natural Gas
(NCNG), a natural gas distribution sub-
sidiary of Progress Energy, and Progress
Energy’s 50% investment in EasternNC
for $425 million in cash. The acquisition
will add 176,000 natural gas customers
in eastern and southern North Carolina to
the Company’s customer base. FasternNC
is a joint venture with Albemarle Pamlico
Economic Development Corporation
(APEQ) to bring natural gas service to 14
counties in eastern North Carolina, This

purchase is subject to approvals by various
regulatory agencies and is expected to
close in mid-2003.

Effective September 30, 2002,
Piedmont closed on its purchase of North
Carolina Gas Service (NCGS), the North
Carolina natural gas distribution division
of NUI Utilities, Inc, for $26 million in cash.
The purchase added 14,000 customers in
Rockingham and Stokes counties which
are contiguous to Piedmont’s existing
service territory.

Both transactions are consistent with
Piedmonts focused and disciplined growth
strategy which includes pursuing prof-
itable acquisitions and business ventures
in our growing southeastern markets.
The Company is committed to meeting
or exceeding our customers' expectations,
and to becoming meaningful contributors
to the new communities we serve as a
result of these acquisitions.

Partners in Our Communities

Our community service activities reflect
our commitment to provide the time
and resources to improve the econormic,
environmental and social vitality of our
service area, As part of that effort, an
online grant application process was
implemented during the year to make it
easier for nonprofit organizations to seek
our financial support. Funding is distrib-
uted proportionately across our service
territory to organizations meeting
established guidelines.

Our Share the Warmth and Project
Help energy-assistance programs help
low-income families and individuals
pay their heating bills, no matter what
form of energy they use. The Company
continues to exhibit steady growth in
corporate giving, total employee per capita
giving and the percentage of employees
giving Fair Share and Leadership gifts to
the United Way.







Our long-standing corporate culture
of charitable giving allows us to be true
partners with our communities.

Maintaining Reliable Service

During 2002, the Company delivered
1261 million dekatherms, compared with
134.4 million dekatherms for the prior

year. This decline was primarily caused
by weather that was 15% warmer than
normal and 21% warmer than the prior
year. Gas deliveries to heat-sensitive
residential and commercial markets
declined by 12.9 million dekatherms,
However, gas deliveries to industrial and
power generation customers increased
4.7 million dekatherms in 2002. With lower
wholesale gas prices, the Company was
successful in recapturing the portion of its
industrial market that was temporarily
lost to alternate fuel competition during
2001 The Company continues to expand
its distribution system to serve new gas-
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fired power generation facilities. During
the year, the Company added its third
significant power generation customer,
the Duke Power Mill Creek 640-megawatt
gas turbine facility located near Gaffney,
South Carolina.

The Company provides gas service
to its customers through a diverse portfolio
of local peaking facilities, transportation
and storage contracts with interstate and
intrastate pipelines and supply contracts
with major producers and marketers.
Despite the major changes and challenges
experienced in the natural gas and energy
industries during 2002, the Company
remained focused on maintaining a reliable
supply portfolio from both a physical
delivery and credit perspective. Given the
volatility in the wholesale price of gas over
the past several years, the Company
has worked with its state regulatory
comumissions to develop and implement
plans to mitigate the impact of dramatic
price increases. These plans include
comprehensive natural gas hedging
programs recently implemented in the
Carolinas.

In 2001, the Company announced its
participation in the Greenbrier Pipeline
project as both a major customer and a
33% equity owner. During 2002, the
Federal Energy Regulatory Commission
(FERC) issued both a draft environmental
impact statement and a preliminary
determination of approval for the project.
With these favorable preliminary regulatory
rulings, final certificate approval from
the FERC is anticipated in 2003, Greenbrier
Pipeline is scheduled to commence
operations in 2005 and will provide the
Company firm transportation capacity
to serve our growing markets and further
diversify the Company’s supply portfolio.

During 2002, the Company continued
its success in secondary-market activities,
These activities include sales for resale,
off-system sales, capacity release, asset



management and other wholesale trans-
actions designed to generate margins and
reduce fixed gas costs for customers, The
Company generated total secondary
marketing margins of $291 million during
2002, with $21.4 million allocated to
reduce fixed gas costs for our customers
and $7.7 million retained by the Company.
In 2001, the comparable results were
$25.4 million in total secondary marketing
margins, with $18.1 million reducing
costs for our customers and $7.3 million
retained for our shareholders.

Exceeding Customer Expectations

The Company’s marketing and sales
strengths remained evident in 2002 despite
less than favorable economic conditions

during the year. The economic diversity
of our markets and a focus on profitable
customer additions and customer satis-
faction resulted in the Company adding

over 28,000 new customers to our
distribution system during the year.
Representing a growth rate of nearly 4%,
the Company’s market growth continues
to place it in the upper tier of local
distribution companies nationwide.

In the residential market, the Company
added 25,600 customers. Of this total,
20,700 were the result of new home con-
struction, a market segment in which the
Company enjoys a market share in excess
of 90% in the areas it serves. The other
4,900 residential additions were from
existing homeowners converting their
primary energy source to natural gas.
Significantly, nearly 80% of all residential
customers added utilize natural gas water
heating in addition to gas heating, The
addition of water heating load increases
the Company’ profitability by enhancing
the efficient utilization of capital
resources used to serve customers. At
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the same time, natural gas water heating
reduces the customer’s overall energy
bill through efficiency and operating
advantages compared with the electric
alternative.

The Company added 2,400 new
commercial customers during the year
As in the residential market, the bulk of
the commercial growth was the result of
new construction activity. Because of their
higher consumption and year-round usage
patterns, commercial customers are an
important part of the Company’s contin-
uing success. Our efforts are focused on
providing a variety of technical services
and information in a manner that adds
value for the commercial customer.

The Company continues to seek
profitable utility growth opportunities
beyond its existing distribution operations
consistent with its core business strategies.
In 2002, the Company added 14,000
customers from the purchase of NUTs gas
distribution system in Reidsville, North
Carolina, which brought the Company’s
total fiscal year 2002 gross customer
additions to 42,000.

Looking ahead, the Company efforts
will continue to focus on efficient, quality
customer growth, with enhanced customer
satisfaction and profitability,

Creating Complementary Investments
Consistent with its business scope and
mission, the Company continues to leverage
the strengths of its markets and core abilities
by pursuing complem entary non-utility
business opportunities focusing on wholesale
and retail energy services. The Company’s
non-utility investment subsidiaries include
Piedmont Interstate Pipeline, Piedmont
Energy, Piedmont Intrastate Pipeline,
Piedmont Propane and Piedmont Greenbrier
Pipeline. These investments contributed
$11.2 million to net income in 2002.

13

Piedmont Interstate Pipeline is a 35%
member of Pine Needle LNG Company,
LIL.C, which owns and operates an LNG
facility located in Guilford County, North
Carolina. The 4.14 million dekatherm
interstate storage facility is one of the
largest of its type in the nation, with
liquefaction capacity of 21,000 dekatherms
per day and vaporization capacity of
414,000 dekatherms per day. Pine Needle
provides cost-effective storage peaking
service to customers on the Williams-
Transco pipeline system in the southeastern
gas markets and is fully subscribed under
long-term contracts.

Piedmont Energy has a 30% interest in
SouthStar Energy Services LLC. SouthStar
markets unregulated natural gas to
residential, commercial and industrial
customers in the Southeast. As of November
2002, SouthStar, operating as Georgia
Natural Gas Services, was selling natural
gas to over 550,000 customers in Georgia,

representing a 38% market share, the largest
in the state. SouthStar also sells natural
gas to industrial customers in Georgia,
North Carolina, South Carolina and
Tennessee.

Piedmont Intrastate Pipeline is a
16:45% member of Cardinal Pipeline
Company, L.L.C, which owns and operates
a North Carolina intrastate pipeline that
transports gas supplies to serve the demand
for natural gas in the region. The 104-mile
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pipeline is fully subscribed under firm
long-term contracts and has a total capacity
of 270,000 dekatherms per day.

Piedmont Propane owns 20.69% of
the membership interest in US Propane,
LP, which in turn owns all of the general
partnership interest and approximately
31% of the limited partnership interest in
Heritage Propane Partners. Heritage isa
coast-to-coast company that distributes
propane to over 600,000 customers through
275 customer service locations in 28 states,
Heritage Propane is a publicly traded
master limited partnership, and is the
fourth largest propane distributor in the
United States.

Piedmont Greenbrier is a 33% member
of Greenbrier Pipeline Company, LLC.
Greenbrier Pipeline is proposing a 280-mile
interstate pipeline from West Virginia to
North Carolina linking multiple natural
gas supply basins and storage to growing
demand in residential, commercial,
industrial and power generation markets
in the Southeast. The $497 million pipeline,
to be constructed and operated by
Dominion Transmission, will be project-
financed by the Piedmont and Dominion
members. The pipeline is scheduled to
commence service in 2005 to meet power
generation and local gas utility market
requirements.

Upon approval of the North Carolina
Natural Gas acquisition, Piedmont’s
ownership interests in Pine Needle and
Cardinal Pipeline would each increase
by 5%.

Managing Financial Integrity

The Company financed its continued
growth during 2002 primarily with
internally generated cash and bank lines
of credit. To take advantage of declining
interest rates, the Company used various
short-term financing options that included
transactional borrowings, overnight cost-
plus loans based on the lending bank’s

cost of money and LIBOR cost-plus rates.
The weighted average annual interest rate
on such borrowings during the year was
2.35%, approximately 50% less than the
weighted average annual prime interest
rate for area banks.

Under bank lines of credit, the
Company had $46.5 million in short-term
debt outstanding at October 31, 2002. The
weighted average interest rate on such
borrowings was 2.23%, compared with the
prime rate of 4.75% on that date,

Cash requirements to fund 2003
capital additions and the proposed
acquisition of North Carolina Naturat
Gas and a 50% interest in Eastern North
Carolina Natural Gas (FasternNC) will
be provided by internally generated cash,
short-term borrowings, the Dividend
Reinvestment and Stock Purchase Plan, the
Employee Stock Purchase Plan and the
anticipated sale of long-term securities.

Restructuring Our Rates
During 2002, the North Carolina Utilities
Commission (NCUC) and the Public
Service Commission of South Carolina
(PSCSC) approved general rate increases
totaling $22.3 million annually for the
two states beginning November 1, 2002.




Approval was also received in both states
to restructure the Company’s residential
and commercial rate classifications,
Residential rate classifications will now
be based on actual usage patterns rather
than the type of appliances used.
Commercial customers were reclassified
into one of four new rate categories also
based on actual usage patterns,

As part of the rate case proceedings,
both Commissions approved increases in
the Company’s monthly facility charges
effective November 1, 2002. These charges
are fixed and are not dependent on
customer natural gas consumption. By
shifting more of our margin recovery from
a volumetric to a fixed basis, the impact
of the Weather Normalization Adjustment
(WNA) on customers’ bills due to abnormal
weather is also mitigated.

The PSCSCalso approved tariff changes
to aliow for the further unbundling of
sales and transportation services to
industrial customers. These revisions
bring South Carolina in line with tariff
changes previously approved by both the
NCUCand the Tennessee Regulatory
Authority. The resulting decrease in
unbundled industrial rates will enable
the Company to compete more effectively
with alternate fuels in the South Carolina
market,

The Company continues to receive
favorable rulings on special negotiated
contracts with large industrial and
power generation customers. These special
contracts enable the Company to meet
competition from alternate fuel sources
and retain long-term customers.

Corporate Organization

On February 22, 2002, Ware F Schiefer,
Chief Executive Officer, was elected Vice
Chairman of the Board of Directors and
Thomas E. Skains, formerly Senior Vice
President - Marketing and Supply
Services, was elected President and Chief
Operating Officer. Effective March 18,
Franklin H. Yoho joined the Company as
Senior Vice President - Marketing and
Supply Services.

On December 20, 2002, the Board
of Directors announced that Mr. Schiefer
will retire at the Company’s annual
meeting of shareholders to be held on
February 28, 2003. The Board also
announced that Mr. Skains was elected
to the position of President and Chief
Executive Officer, effective upon
Mt Schiefer’s retirement. Mr. Schiefer will
alsoretire from the Board at the February 28
meeting. The Board also announced that
John H. Maxheim, Chairman of the Board,
will retire from the Board at the February 28
meeting. In recognition of his more than
20 years of service as Chairman and
Chief Executive Officer, Mr. Maxheim
will be awarded the honarary title of
Chairman Emeritus.



To Our Shareholders

2002 was a turbulent year for corporate
America and particularly for the energy
industry. While some energy companies
lost their focus, Piedmont remained
committed to its vision, mission and core
values. In a challenging year economically,
we remained above the turmoil and held
steadfast to our core abilities and values ~
thereby maintaining our financial integrity

and profitability for investors.

Piedmont's Vision

Our vision is “to be the customer’s choice
for natural gas distribution and comple-
mentary services in our growing southeast
markets.” This simple statement drives
all that we do. Our core business is natural
gas distribution, and it will remain so.
We will continue to grow internally and

through economic gas utility acquisitions

Ware F. Schiefer

Chief Executive Officer

and energy-related ventures. We are
committed to profitable, responsible growth

~not growth for its own sake.

‘The Economy, Weather, Earnings

and Dividends

The economy in our service territory,
although sluggish in certain areas, exhib-
ited resiliency in 2002. Our internal
customer growth rate - at 4% - continues
to be among the highest in the nation.
We continue to achieve over 90% of the
new home construction market in the areas
we serve. The wholesale cost of natural gas,’
although increasing at year-end, remained
competitive and was significantly below
the level of two years ago.

Net income decreased 5% from $655
million in 2001 to $62.2 million in 2002,
primarily due to lower throughput and
utility margin and higher depreciation
expense and interest charges, partialty
offset by an increase in earnings from
secondary marketing and non-utility
activities. Basic earnings per share were
$1.90 in 2002, compared with $2.03in
2001 Utility margin was adversely
impacted by weather that was 15%
warmer than normal and 21% warmmer
than the year before,

Despite these challenges, we remain
confident about earnings growth for your
Company and are proud that we have been
able to increase our dividend to sharehdlders

for the past 24 consecutive years.

Our Complementary Non-Utility
Investments
Although our core business will remain

natural gas distribution, we intend to



leverage the strengths of our markets and
core abilities to pursue closely related
non-utility business opportunities, with
particular focus on wholesale and retail
energy services. Our non-utility interests
in retail natural gas marketing and natural
gas storage and transportation continued
to contribute positively to earnings.
Non-utility ventures contributed $11.2
million to net income, or $0.34 per share,
in 2002, cdmpared with $0.7 million, or
$0.30 per share, in 2001.

Acquisition Opportunities —
NCGS and NCNG
October 2002 was a particularly busy

month for your Company. We closed our

We will be proud to include the
customers of NCNG among those we

already serve in North Carolina.

Rate Increases and Restructuring

In October, the NCUC and the Public
Service Commission of South Carolina
(PSCSC) issued orders approving overall
rate increases totaling $22.3 million for
the Company effective November 1, 2002.
The orders include new rates designed
to improve the Company’s return on its
utitity investments and rate structures
that more properly align rates with the
seasonal costs of serving different

custgm

purchase of the North Carolina Gas Service /Customer Satisfaction

(NCGS) distribution system, previously a / !

division of NUI Utilities, which serves / customers and meet or exceed their

At Piedmont, we strive to know our

. ] .
14,000 customers in the North Carolina / expectations. In October, the Company
counties of Rockingham and Stokes. was pleased to receive notification from
We also announced an agreement o J.D. Power and Associates that we ranked
purchase North Carolina Natural Gas second in the nation in customer satisfac-

(NCNG) from Progress Energy (Progress) tion among natural gas utilities, missing

and Progress’ 50% interest in FasternN the top position by only one point. The

for $425 million in cash. This is the largeyt inaugural study measured customer
acquisition in Piedmont’s history and is satisfaction based on company image,

expected to be accretive to earnings in priceand value, billing and payment,

our fiscal year 2004, the first full year field serv\fé‘akhand customer service,!
following the anticipated mid-2003

closing, The transaction requires approval Our Financial Integrity
from the North Carolina Utilities In August, we voluntarily affirmed our

Commission (NCUC), the Securities and financial integrity in response to the

Exchange Commission (SEC) and the

US. Department of Justice.

well-publicized misdeeds of some public

corporations during the year. Although




not required to do so, Chief Executive
Officer Ware Schiefer and Chief Financial
Ofticer David Dzuricky signed and filed
sworn statements with the SEC certifying
the filings made by the Company with
the SEC in 2001 and 2002.

We voluntarily certified these filings
as part of our ongoing commitment to
demonstrate the integrity of our Company
and to continue to provide our investors
with honest and accurate information
about our finances. We stand behind the
Company’s financial disclosures and pro-
cedures and are very proud of the values

and performance of our employees.

A Time of Transition

After 38 years with the Company, I will
be stepping down as CEO at the Annual
Shareholders’ Meeting in February. I will
take with me the fondest of memories of
all of the employees with whom I have
had the privilege of working in serving
our customers.

Last year we celebrated the first 50
years of Piedmont’s history. Next year,
Tom Skains will be directing our highly
competent and well-seasoned management
team and talented and dedicated

employees to future success for the

Company and our shareholders, Under
Tomn’s energetic, visionary leadership,
you can rely on a smooth transition into

the next half-century.

Ware F Schiefer
Chief Executive Officer

We are fortunate to have had Ware
Schiefer’s leadership as Chief Executive
Officer over the last three years. He has
led with integrity and purpose - always
focused on the best interests of the
Company’s customers, employees and
shareholders. Ware’s contribution to our
vision, mission and core values will
benefit the Company for many years to
come. He leaves Piedmont Natural Gas
with a strong foundation for future success
and with our collective admiration, respect

and gratitude.

Tz A

Thomas E. Skains
President and Chief Operati ng Officer
January 10, 2003

! 1.D. Power and Associates 2002 Gas Utility
Residential Customer Satisfaction Study



DISCOVERY REQUEST

INTERROGATORIES AND REQUESTS TO PRODUCE

DISCOVERY REQUEST NO. 1:

DISCOVERY REQUEST NO. 1:

Provide all information concerning forfeited sicounts and revenues since the last rate

case.

DISCOVERY REQUEST NO. 2:

Provide documents for all expenses related to Account 903 (Customer Records and
Collection Expenses) listed by subaccount, by year since the last rate case.

DISCOVERY REQUEST NO. 3:

Provide all policies and procedures used in billing, collecting and writing off
uncollectible accounts as of the test year in the latest rate case and as of 7/1/2003. Provide a
narrative or other summary of the potential impact of any changes on bad debts expense.
DISCOVERY REQUEST NO. 4:

What other factors may have caused a change in bad debts expense since the last rate
case?

DISCOVERY REQUEST NO. 5:

Provide an analysis of the total amount of capital required to "carry" the accounts
receivable balances associated with customers that pay after the due date (date when the late
payment charge is added to the billed balance):

a) using the latest available year, and




b) using the test year from the latest rate case.

DISCOVERY REQUEST NO. 6:

What is the current cost of short term debt for your company?

DISCOVERY REQUEST NO. 7:

Would it be agreeable to ask the TRA to take administrative notice of the administrative
record of the latest rate case for each LDC represented in this petition?

DISCOVERY REQUEST NO. 8:

Identify each person whom you expect to call as an expert witness at any hearing in this
docket, and for each such expert witness:
(a) identify the field in which the witness is to be offered as an expert;

(b) provide complete background information,
including the expert’s current employer as well as
his or her educational, professional and employment
history, and qualifications within the field in which
the witness is expected to testify, and identify all
publications written or presentations presented in
whole or in part by the witness;

(©) provide the grounds (including without limitation
any factual basis) for the opinions to which the
witness is expected to testify, and provide a
summary of the grounds for each such opinion;

(d) identify any matter in which the expert has testified
(through deposition or otherwise) by specifying the
name, docket number and forum of each case, the
dates of the prior testimony and the subject of the
prior testimony, and identify the transcripts of any
such testimony;

(e) identify for each such expert any person whom the
expert consulted or otherwise communicated with in

connection with his expected testimony;

® identify the terms of the retention or engagement of
each expert including but not limited to the terms of
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Line
No.
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NASHVILLE GAS COMPANY
Distribution Expense
For The Twelve Months Ending October 31,2004

Test Year Growth

Amount Factor
(1 )
Distribution-LNG Operations $82,126 1.0790
- Distribution-LNG Maintenance 54,420 1.0790
~ Distribution-Operations 625,122 1.0790
Distribution-CIE . 391,196 1.0790
Distribution-Maintenance 2,477,109 1.0790
Distribution-Customer Acct. 1,062,233 1.0790
GTI Funding ‘ -0 Footnote A
Total ' $4,692 206
Attrition Period Sales Volumes (DT) 18,540,893
Funding/Unit ' ' $0.01

Funding Amount , $185,409

| F(wb(,% £ 145 |

DIST-1

Test Year
Adjusted For
Attrition

(3)
$88,614
58,719
674,507
422,100
2,672,801
1,146,149
185,409

$5,248,299
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